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Prior research has documented the difficulty faced by small, early-stage R&D companies in 
financing their investments, due to the adverse selection problem that results from 
asymmetric information between investors and managers. Further, because these companies 
are generally cash constrained, they frequently make use of stock options to attract and retain 
employees, as the incentive effects of stock options are viewed as being more suited to firms 
undertaking risky projects with the possibility of large payoffs should they succeed. This 
thesis examines these issues in the context of two recent taxation-related policy changes in 
Australia. First, the 2011 reform of the R&D Tax Incentive (“R&DTI”), which allowed small, 
R&D-performing firms in a tax loss position to exchange a portion of their losses for a cash 
refund, and second, an unexpected change to the taxation of employee share schemes (“ESS”) 
in 2009, which shifted the taxing point of employee stock options from exercise to vesting. 
Examining a sample of 322 ASX-listed mining exploration entities (“MEEs”) that received 
R&D tax refunds between 2008 and 2015, this thesis finds that the number of firms accessing 
the R&DTI increased significantly after 2011, as did the average refund received. In a sample 
of 314 ASX-listed companies that adopted employee option plans between 2006 and 2017, 
this thesis also finds that the popularity of employee option plans declined after 2009. Of 
those companies that continued to grant options to employees after 2009, the value of options 
granted to employees decreased significantly, reducing the potential tax liability faced by 
employees on vesting. In addition, there is also evidence of a decline in stock option expense 
as a proportion of directors’ total remuneration after 2009. This thesis also finds weak 
evidence of a negative market reaction to the announcement of the 2009 changes. The 
findings of this thesis shed new light on the financing decisions and compensation 
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